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DEPARTMENT  OF  HEALTH, 
EDUCATION,  AND  WELFARE 

Health  Care  Rnancing  Administration 

Social  Security  Administration 

42  CFR  Part  431 

45  CFR  Part  205 

Fiscal  Disallowance  for  Erroneous 
Payments  in  Aid  to  Families  with 
Dependent  Children  and  Medicaid 
Programs;  Calculating  Reduction  in 
Federal  Financial  Participation  for 
Incorrect  Payment  by  States  After 
September  1980 

agency:  Department  of  Health. 
Education,  and  Welfare. 
action:  Policy  Statement  on  Final  Rules 
and  discussion  of  comments. 

summary:  These  Final  regulations 
implement  a  directive  in  Sec.  201  of  the 
Labor-HEW  Appropriation  bill  for  Fiscal 
Year  1980  (H.R.  4389),  as  referenced  in 
the  Continuing  Resolution  for  Fiscal 
Year  1980  (Pub.  L  96-123).  Sec.  201 
directs  the  Secretary  of  HEW  to  issue 
regulations  requiring  States  to  reduce 
their  payment  error  rates  in  Aid  to 
Families  with  Dependent  Children 
(AFDC)  and  Medicaid  to  4  percent  by 
September  30, 1982.  States  must  make 
one-third  progress  to  the  4  percent  goal 
by  September  30, 1980  and  two-thirds 
progress  by  September  30, 1981.  Federal 
matching  will  be  denied  for  erroneous 
expenditures  in  excess  of  the  standards. 

On  September  25, 1979,  a  notice  of 
proposed  rulemaking  was  published  in 
the  Federal  Register  (44  FR  55314J. 
Comments  were  received  on  Medicaid 
issues  from  34  State  and  local  welfare 
and  health  departments,  and  3  private 
organizations,  and  from  nearly  the  same 
number  of  commenters  on  AFDC  issues. 
All  comments  were  considered  in 
preparing  the  final  rule.  These  comments 
and  responses  are  discussed  below. 
Changes  from  the  proposed  rule 
resulting  from  comments  received  are 
indicated  in  the  discussion. 

DATES:  The  standards  established  in 
these  regulations  become  effect  October 
1, 1980,  when  they  will  supercede  the 
standards  promulgated  March  7, 1979. 
The  March  7, 1979  standards  will  remain 
effective  through  September  30, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 

For  AFDC:  Sean  Hurley,  Division  of 
AFDC  Quality  Control  (202)  245-8999. 

For  Medicaid:  John  Berry,  Bureau  of 
Quality  Control  (301)  597-1354. 
SUPPLEMENTARY  INFORMATION:  A  major 
issue  in  the  history  of  quality  control  in 
AFDC  and  Medicaid  has  been  the 
Federal  government’s  authority  to 
extend  Federal  financial  participation  to 


erroneous  expenditures,  particularly  in 
instances  where  the  level  of  erroneous 
expenditures  exceeds  prescribed 
tolerance  levels.  The  current  payment 
'  accuracy  standards  were  promulgated 
March  7, 1979  after  extensive 
consultation  with  State  and  local 
governments  and  other  affected  parties. 

In  the  course  of  deliberations  on  the 
Fiscal  Year  1980  Labor-HEW 
Appropriation  bill  (H.R.  4389),  the 
House-Senate  conferees  added  a 
provision  (Sec.  201)  directing  the 
Secretary  of  HEW  to  issue  regulations 
requiring  States  to  reduce  their  AFDC 
and  Medicaid  payment  error  rates  to  4 
percent  by  September  30, 1982.  Although 
the  conference  bill  is  still  awaiting 
Senate  passage,  the  Congress  has  acted 
through  a  Continuing  Resolution  (P.L. 
96-123)  to  appropriate  Fiscal  Year  1980 
funds  to  HEW  “to  the  extent”  and  “in 
the  manner  of’  H.R.  4389,  as  adapted  by 
the  House  of  Representatives -on  August 
2, 1979,  including  the  directive  contained 
in  Sec.  201.  The  regulations  now  being 
issued  implement  the  new  error  rate 
standards. 

1.  Description  of  new  error  rote 
standards. — ^The  new  standards  require 
States  to  maintain  a  4  percent  payment 
error  rate  in  AFDC  and  Medicaid  by 
September  30, 1982  and  to  make 
progress  from  a  base  period  payment 
error  rate  towards  the  4  percent 
standard  “in  equal  amounts  each  year 
beginning  in  Fiscal  Year  1980.”  The  base 
period  is  April-September  1978  for 
AFDC  and  July-December  1978  for 
Medicaid.  'The  requirement  of  a  phased 
reduction  to  4  percent  establishes 
interim  goals  of  one-third  progress  to  be 
attained  by  September  30, 1980  and  two- 
thirds  progress  to  be  attained  by 
September  30, 1981.  For  example,  if  a 
State  had  a  payment  error  rate  of  10 
percent  in  the  base  period,  the 
congressional  directive  would  require 
the  State  to  reduce  its  payment  error 
rate  to  8  percent  by  September  30, 1980 
(constituting  one-third  progress  from  10 
percent  to  ^e  4  percent  goal),  to  6 
percent  by  September  30, 1981,  and  to  4 
percent  by  September  30, 1982. 

The  Department  will  retain  its  current 
quality  control  measurement  systems  in 
AFDC  and  Medicaid.  These 
measurement  systems  provide  error  rate 
estimates  for  the  semi-annual  periods 
October-March  and  April-September, 
rather  than  for  a  specifrc  point  in  time 
(e.g.,  September  30).  In  determining 
State  compliance  with  an  error  rate 
target  to  be  reached  by  a  calendar  date, 
the  Department  will  use  the  weighted 
average  of  the  State’s  error  rates  for  the 
two  six-month  reporting  periods  that 
follow  the  target  date.  The  weights  will 


be  established  as  the  percent  of  total 
annual  payments  that  occur  in  each  of 
the  six-month  periods.  This  procedure 
permits  a  State  to  benefrt  fully  from 
error  reduction  that  occurs  near  the  end 
of  a  fiscal  year. 

Since  error  rates  will  presumably 
decline  over  time,  it  would  be  unfair  to 
hold  a  State  to  a  standard  for  a  calendar 
period  if  that  target  is  not  to  be  met  until 
the  end  of  the  period.  Thus,  the 
requirement  that  one-third  progress  be 
achieved  by  September  30, 1980 
establishes  a  first  interim  standard  to  be 
applied  in  a  succeeding  period  (i.e., 
October  1980-March  1981  and  April- 
September  1981).  'The  requirement  that 
two-thirds  progress  be  achieved  by 
September,30, 1981  establishes  a  second 
interim  standard,  to  be  applied  in 
October  1981-March  1982  and  April- 
September  1982.  The  4  percent  goal  will 
then  become  the  standard  for  October 
1982-March  1983  and  April-September 
1983,  and  for  all  succeeding  annual 
assessment  periods. 

Continuing  the  above  example,  if  a 
State’s  base  period  rate  were  10.0 
percent,  the  following  schedule  would 
apply: 


Quality  control  reporting  period 

Progress 

Error  rate 

toward  4 
percent 

target  ■ 

a.  October  1960-March 

1981  and  April- 
September  1981 . 

one-third 

8.0 

b.  Octobdr  1981 -March 

1982  and  April- 
September  1982 _ 

two- thirds 

6.0 

C.  October  19e2-March 

1983  and  April- 
September  1983, 
arKf  each  succeeding 
year . 

4.0 

'  This  assumes  a  base  period  error  rate  of  10.0  percertt. 
Compliance  will  be  determined  on  the  basis  of  a  weighted 
average  of  error  rates  for  the  two  semi-annual  reporting  peri- 
ode  in  each  fiscal  year. 

2.  Transition  from  current 
standards. — Prior  to  the  implementation 
of  these  targets,  the  Department  will 
maintain  the  disallowance  policy 
established  in  the  regulations  issued  on 
March  7, 1979.  To  revoke  the  present  set 
of  standards  and  then  impose  targets 
that  are  ultimately  stricter  would  be 
inconsistent  with  the  congressional 
mandate.  Furthermore,  the  Department 
bebeves  that  the  present  policy  is  a 
reasonable  approach  to  improved 
management  in  AFDC  and  Medicaid. 
Accordingly,  the  provisions  of  the 
current  regulation  will  be  retained  for 
the  quality  control  reporting  periods 
April-September  1979,  October  1979- 
March  1980,  and  April-September  1980. 

3.  Criteria  for  waiving 
disallowances. — Section  201  of  the 
Fiscal  Year  1980  Labor-HEW 
Appropriation  bill  states  that  “the 
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requirements  pertaining  to  AFDC  and 
Medicaid  error  rates  . . .  shall  be  carried 
out  except  where  the  Secretary 
determines,  in  certain  limited  cases,  that 
states  are  unable  to  reach  the  required 
reduction  in  a  given  year  despite  a  good 
faith  efort.”  The  Statement  of 
Conference  Managers  states  the 
intention  of  the  conferees  that  the 
“waiver  process  is  to  be  limited  to 
extraordinary  circimstances."  The 
March  7, 1979  regulations  allow  the 
Department  tp  waive  or  reduce  a  fiscal 
disallowance  if  the  State  can  establish  a 
good  reason  for  not  meeting  the  error 
target.  To  grant  a  waiver  under  the 
March  7, 1979  regulations,  the  Secretary 
must  find  that  “factors  beyond  the 
control  of  the  State”  precluded  the  State 
from  achieving  the  error  rate  standard. 
The  March  7, 1979  regulations  give  a 
number  of  examples  of  mitigating 
circumstances  considered  sufHcient  to 
justify  a  waiver. 

•  Disasters  such  as  fire,  flood,  or  civil 
disorders,  that  required  the  diversion  of 
significant  personnel  normally  assigned 
to  eligibility  administration,  or 
destroyed  or  delayed  access  to 
significant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations; 

•  Strikes  of  State  staff  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  processing  of  case  changes; 

•  Sudden  and  unanticipated  workload 
changes  which  result  from  changes  in 
Federal  law  and  regulation,  or  rapid, 
unpredictable  caseload  growth  in  excess 
of,  for  example.  15  percent  for  a  6-month 
period;  and 

•  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
reasonably  assumed  to  be  in  a  position 
to  provide  such  interpretation. 

In  implementing  the  provision  on 
“good  faith  effort"  in  the  appropriation 
bill,  the  rules  now  being  published 
establish  a  waiver  provision  that  is 
broader  than  the  one  contained  in  the 
March  7, 1979  regulations.  In  particular, 
the  basis  on  which  the  Secretary  may 
grant  a  waiver  is  being  broadened  from 
(a)  a  finding  that  factors  beyond  the 
control  of  the  State  precluded 
achievement  of  the  error  rate  standard 
to  (b)  a  finding  that,  despite  a  State's 
good  faith  effort,  the  State  was  unable  to 
attain  the  error  rate  standard.  Such  a 
finding  will  be  limited  to  extraordinary 
circumstances.  Both  the  criteria  and  the 
list  of  examples  in  the  March  7, 1979 
regulations  imply  a  finding  that 
intervening  external  forces  made 
achievement  impossible.  Given  the 
criteria  in  the  March  7, 1979  regulations, 
the  Secretary  would  be  unable  to  waive 


or  reduce  a  penalty  in  a  State  that  made 
an  all-out,  conscientious  effort  that 
substantially  reduced  its  error  rate,  but 
nevertheless  did  not  fully  achieve  the 
error  rate  standard.  Thus,  in  the  new 
rules  we  are  adding  the  following  to  the 
illustrative  list  of  qualifying  situations; 

•  The  State  developed  and 
implemented,  in  a  timely  manner,  a 
corrective  action  plan  reasonably 
designed  to  meet  the  target  error  rate,  - 
but  the  target  error  rate  was  not  met. 

In  evaluating  whether  the  State  has 
made  a  good  faith  effort  in  these 
circumstances,  the  Department  will 
consider  the  following  factors: 

•  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program,  e.g.,  priorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources; 

•  Sufficiency  and  quality  of 
operational  systems  designed  to  reduce 
errors,  e.g.,  BENDEX,  IDEX,  monthly 
reporting,  retrospective  budgeting,  error 
prone  profiles,  local  agency  monitoring 
systems,  computer  clearances; 

•  Use  of  effective  systems  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data,  e.g.,  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
profiles,  corrective  action  committees, 
special  studies;  and 

•  Effective  management  and  execution 
of  the  corrective  action  process,  e.g., 
assignment  of  responsibilities, 
milestones  for  completing  tasks, 
completion  of  tasks,  monitoring  of 
progress. 

4.  Changes  from  September  25, 1979 
Notice  of  Proposed  Rulemaking. — These 
final  regulations  do  not  significantly 
differ  in  any  respect  from  the  Notice  of 
Proposed  Rulemaking  published 
September  25, 1979,  Some  minor 
language  changes  have  been  made  to 
clarify  the  meaning.  Some  of  these 
clarifications  are  discussed  below  in  the 
Department’s  responses  to  public 
comments. 

HEW  Response  to  Public  Conunents  on 
Notice  of  Proposed  Rulemaking  Issues 
Common  to  Both  Medicaid  and  to  Aid  to 
Families  With  Dependent  Children 
Programs 

Counting  Client  Errors 

Comment:  Many  State  and  local 
welfare  and  health  departments 
objected  to  including  client  errors  in  the 
error  rate  because  these  errors  are  not 
controllable. 

Response:  Client  errors  have  been 
included  in  the  QC  measurement  system 
since  its  inception  in  1970.  Past  QC 
findings  show  that  client  errors  are 
controllable  and  can  be  reduced.  In 


AFDC.  these  errors  have  been  reduced 
by  51.6  percent  nationwide  since  1973. 
Moreover,  there  is  no  indication  in 
section  201  of  the  Labor-HEW 
Appropriation  Bill  [commonly  known  as 
the  Michel  Amendment]  or  its  legislative 
history  that  Congress  intended  to  have 
client  errors  excluded  in  computing 
AFDC  and  Medicaid  error  rates. 
Accordingly,  we  will  not  change  the 
current  definition  of  error  to  exclude 
client  errors. 

Performance  Standards  on  a  State-by- 
State  Basis 

Comment:  Several  States  and  other 
commenters  believe  that  performance 
standards  should  be  set  on  a  State-by- 
State  basis  because  of  the  variation 
among  States  in  program  complexity, 
caseloads.  State  plan  requirements,  and 
quality  control  procedures,  and  the 
variation  in  Federal  re-reviews. 
Comments  included  the  following:  some 
States  devote  more  resources  and 
manhours  to  QC  audits  and  are  likely  to 
find  more  errors:  monetary 
consideration  should  be  given  to  States 
which  offer  more  optional  services; 

States  with  high  benefit  levels  and 
broad  scope  of  program  coverages  are 
disadvantaged  in  relation  to  other 
States;  States  that  have  done  a  poor  job 
in  error  reduction  will  be  rewarded  witb 
waivers  and  a  lengthy  “phase-in”:  QC 
should  not  cite  errors  when  a  State  fails 
to  follow  a  State  plan  issue  which  is  not 
required  by  regulations;  regulations  do 
not  address  difference  in  QC  procedures 
among  States,  therefore.  QC  procedures 
should  be  in  the  regulations;  the 
regulations  should  be  amended  to 
provide  consistency  between  the 
Medicaid  and  AFDC  programs;  a  study 
should  be  done  to  measure  State-by- 
State  expectations;  consideration  should 
be  given  to  a  level  of  improvement  that 
is  cost  effective;  and  the  wide  variance 
in  Federal  re-reviews  does  not  assure 
equal  treatment  to  the  States. 

Response:  The  Michel  Amendment 
sets  a  single  4  percent  national 
standard.  Although  the  Department 
questions  whether  such  a  standard 
should  be  set  without  an  empirical  base, 
we  must  nevertheless  carry  out  the 
mandate  of  the  Congress. 

The  differences  among  States,  in  State 
plan  requirements,  caseload 
demographic  characteristics,  and  quality 
control  procedures  are  areas  that  we  are 
continuing  to  analyze  in  a  current 
Departmental  study.  Among  other 
purposes,  this  study  seeks  to  determine 
whether  such  differences  affect  the 
ability  of  States  to  reduce  their  payment 
error  rates  to  a  national  standard  in  a 
cost  effective  manner.  We  expect  to 
provide  recommendations  to  Congress 
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on  this  issue  after  the  study  is 
completed. 

Appeal  Process /Waiver 

Comment:  Several  States  and  other 
commenters  believe  that  the  final 
regulations  need  to  define  “good  faith" 
precisely,  describe  the  appeals  and 
waiver  process  in  more  detail,  and 
broaden  the  examples  of  good  faith 
exceptions. 

Comments  and  recommendations  on 
these  subjects  were  as  follows:  the  final 
regulations  should  define  good  cause 
precisely  and  clarify  that  the  good  faith 
provisions  are  not  exhaustive  but  will 
be  considered  as  examples;  the 
regulations  should  specify  that  the 
development  and  submittal  of  corrective 
action  plans  aloYie  are  not  sufficient 
basis  for  a  good  faith  exception;  the 
department  should  remove  the  word 
“unanticipated"  from  the  examples  in  45 
CFR  204.42(g)  (2)  (B)  (iii)  and  42  CFR 
431.802(e)  (B)  (iii)  of  when  good  faith 
applies;  good  faith  examples  should  be 
broadened  to  include  staffing  ratios  and 
the  rate  of  stafi  turnover,  rapid  but  short 
term  increases  in  workload  due  to  lay¬ 
offs,  strikes,  etc.;  the  time  for  requesting 
a  good  faith  appeal  should  be  90  days, 
not  65  days;  the  duration  of  the  waiver 
process  and  the  level  of  our  review  and 
judgment  should  be  addressed  in  the 
regulations;  States  should  be  given 
sufficient  time  to  make  necessary 
budgetary  changes  before  FFP  is 
withheld;  and  the  federal  government 
should  be  restricted  to  the  same  time 
limits  to  decide  a  disallowance  appeal 
as  the  States  have  to  make  such  an 
appeal. 

Response:  The  examples  of  good  faith 
effort  provided  in  the  regulations  are  not 
intended  to  be  exhaustive  or  exclusive. 
They  are  intended  to  provide  examples 
that  identify  for  States  the  kinds  of 
circumstances  for  which  the  Secretary 
would  grant  a  waiver.  The  examples 
cited  cover  broad  general  areas:  (1) 
circumstances  beyond  the  State’s 
control,  and  (2)  employment  of  all 
appropriate  management  measures. 
States  may  request  a  waiver  whenever 
they  believe  they  have  made  a  “good 
faith”  efiort  to  meet  the  target  error  rate 
or  4  percent  standard,  but  have  not  met 
the  appropriate  target. 

The  decision  to  grant  a  good  faith 
waiver  will  be  made  based  on  the 
documentation  presented  by  the  State, 
and  on  recommendations  made  by 
Regional  and  headquarters  operating 
components. 

We  have  not  established  a  formal 
administrative  process  for  the 
Secretary’s  review  of  the  State’s  good 
faith  request  because  we  believe  this 
process  must  be  informal  allowing  a 


6*00  interchange  between  the  Secretary 
and  the  State. 

These  regulations  provide  a  State  with 
65  days  to  request  a  good  faith  waiver 
after  notification  of  our  intended  action 
to  reduce  Federal  matching  funds.  We 
believe  this  period  is  adequate.  If  a 
State  is  granted  a  good  faith  waiver,  we 
will  adjust  the  disallowance,  as 
appropriate.  If  a  State  does  not  agree 
with  the  disallowance  decision,  it  will 
have  30  days  from  the  date  of  that 
decision  to  request  an  appeal  through 
existing  appeal  procedures,  including 
review  by  the  Grant  Appeals  Board. 

(See  45  CFR  201.14  and  45  CFR  Part  16.) 
We  believe  this  provides  States  with  an 
adequate  time  to  appeal  the  Secretary’s 
decision  and  to  make  necessary 
budgetary  adjustments. 

We  intend  to  respond  to  disallowance 
appeals  in  a  timely  manner.  However,  it 
would  not  be  feasible  at  this  time  to  set 
time  limits  within  which  appeals  must 
be  decided. 

Technical  Assistance  to  States 

Comment:  Several  States  indicated 
that  we  should  make  further  attempts  to 
provide  technical  assistance  to  them 
instead  of  imposing  unrealistic 
penalties. 

Response:  We  are  providing  technical 
assistance  to  States  and  will  make  every . 
effort  to  expand  this  assistance, 
especially  in  States  that  may  have 
difficulty  meeting  error  rate  reduction 
targets. 

Regulation  Revision  Date 

Comment:  One  commenter  suggested 
that  Federal  regulations  shoiild  only  be 
revised  October  1  of  each  year  with  no 
retroactive  implementation  of 
administrative  decisions. 

Response:  While  it  might  be  easier  for 
us  and  States  if  regulations  were  revised 
only  on  one  set  day  of  the  year,  it  is 
usually  not  administratively  possible.  In 
many  instances,  a  regulation  needs  to  be 
revised  because  of  a  recent  law,  a  court 
decision,  or  a  State  request.  Also,  if  a 
law  requires  that  a  regulation  go  into 
effect  immediately  or  be  implemented 
retroactively,  we  must  follow  this 
directive. 

The  4%  Standard  Is  Unreasonable 

Comment:  Most  States  were  against 
the  use  of  the  4  percent  standard.  They 
cited  the  lack  of  any  data  to  support  this 
goal  and  suggested  that  no  goal  be 
established  until  the  Department’s  study 
on  national  standards  is  completed. 

Some  States  suggested  that  a  hold 
harmless  margin  above  4  percent  be 
established  to  protect  against  seasonal 
and  other  limited  fluctuations  in  error 
rate  performance  which  would  initially 


disadvantage  low  error  rate  States.  A 
few  States  questioned  whether  our 
authority  to  promulgate  these 
regulations  was  limited  to  one  year 
because  of  their  linkage  to  an 
appropriation  bill 

Response:  We  recognize  that  the  4 
percent  standard  represents  a  more 
stringent  error  reduction  goal  than  that 
provided  for  in  the  March  7, 1979 
regulations.  We  have,  however,  been 
directed  by  the  Congress  to  publish 
regulations  providing  for  a  4  percent 
standard.  We  will  be  continuing  our 
study  to  determine  what  level  of  error 
performance  can  be  achieved  cost 
effectively  and  whether  that  level  is  the 
same  for  all  States.  Although  Congress 
has  established  4%  as  the  absolute  goal 
for  all  States,  this  study  will  seek  to 
provide  the  Department  and  Congress 
with  data  on  which  to  base  any  ^ture 
evaluation  of  that  standard. 

We  have  no  authority  to  establish  a 
hold  harmless  margin  above  4%  for 
States  with  low  error  rates.  Furthermore, 
we  do  not  believe  that  States  which 
have  error  rates  just  above  the  4  percent 
standard  will  be  at  a  disadvantage 
when  compared  to  States  with  high  error 
rates.  For  these  States,  achieving  the  4 
percent  standard  will  not  involve  such 
an  ambitious  effort  as  those  with  higher 
error  rates.  The  good  faith  provisions  of 
the  regulations  are  equally  applicable  to 
all  States. 

The  fact  that  the  Michel  Amendment 
appears  in  an  annual  appropriation  act 
does  not  limit  its  applicability  to  die 
current  fiscal  year.  Appropriation  acts, 
at  times,  include  provisions  which  are 
applicable  beyond  a  particular  fiscal 
year,  e.g.',  provisions  that  constitute 
permanent  legislation. 

Interim  Targets  and  Their  Calculation 

Comment:  Many  commenters  objected 
to  the  nature  of  and  basis  for  the  interim 
error  reduction  targets.  Specifically 
these  commenters  suggested  the 
following:  change  the  base  period; 
measme  error  reduction  on  a  national 
average  rather  than  an  individual  State 
performance  basis;  provide  for  hold 
harmless  margins  around  interim 
targets:  use  of  semi-annual  measurement 
period  rather  than  an  annual  weighted 
average  to  determine  compliance; 
extend  the  reduction  target  dates  to 
provide  more  time  for  corrective  action 
planning  and  implementation;  provide 
incentive  payments  for  States  that 
exceed  error  reduction  targets;  and 
clarify  the  impact  of  fluctuation  of  error 
rates  below  the  targets. 

Response:  We  have  been  directed  by 
Congress  to  publish  regulations  that 
require  States  to  reduce  payment  error 
rates  in  equal  annual  increments  down 
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to  4  percent  by  September  30, 1982.  The 
first  reduction  period  begins  in  fiscal 
year  1980.  The  Michel  Amendment 
directed  that  the  base  period  to  be  used 
shall  be  the  April-September  1978 
sample  period  for  the  AFDC  program 
and  the  July-December  1978  sample 
period  for  the  Medicaid  program.  We 
believe  the  schedule  of  phased  reduction 
provided  in  these  regulations  gives 
States  the  maximum  time  period  in 
which  to  accomplish  error  reductions, 
given  the  constraints  of  the 
Congressional  mandate.  For  example, 
attainment  of  the  interim  target  error 
rate  for  September  30. 1980  will  be 
measured  by  data  obtained  in  the 
sampling  periods  following  that  date.  i.e. 
the  October  1980-March  198l/April- 
September  1981  sampling  periods.  The 
same  procedure  will  be  used  to 
determine  compliance  with  the  1981  and 
1982  target  error  rates.  In  addition,  we 
do  not  believe  that  these  regulations 
limit  the  time  allowed  for  corrective 
action.  Corrective  action  is  an  ongoing 
process.  It  is  not  merely  based  on 
analysis  of  data  obtained  at  the  end  of  a 
sample  review  period.  Error  trends 
should  be  identified  on  a  monthly  basis 
and  corrective  actions  should  be 
implemented  immediately  upon 
identification  of  a  problem. 

We  believe  that  an  annual  assessment 
period  rather  than  a  semi-annual 
assessment  period  is  more  consistent 
with  the  intent  of  Congress.  We  also 
believe  that  it  is  the  most  advantageous 
alternative,  because  it  provides  the 
States  more  time  to  demonstrate  that  a 
target  had  been  reached  in  a  prior 
period. 

We  do  not  have  the  latitude  to 
provide  for  a  hold  harmless  margin 
around  the  interim  target  error  rate.  We 
also  have  no  authority  to  apply  the  one- 
third  reduction  to  the  national  mean, 
because  to  do  so  would  be  inconsistent 
with  the  Michel  Amendment. 

There  is  no  statutory  basis  for  giving 
incentive  payments  to  States  for 
achieving  error  rates  below  their  interim 
targets  other  than  those  provided  in 
Section  403(j)  of  the  Social  Security  Act. 
The  final  regulations  for  implementing 
these  incentive  provisions  (45  CFR 
205.43]  were  published  in  the  Federal 
Register  November  26, 1979.  These 
regulations  provide  that  States  with 
AFDC  overall  dollar  error  rates  below  4 
percent  will  receive  a  percentage  share 
of  Federal  savings  as  a  result  of  reduced 
erroneous  expenditures. 

We  will  not  penalize  States  if  their 
error  rates  increase  but  remain  below 
their  interim  target  rate.  For  example,  if 
a  State’s  error  rate  was  10  percent  in  the 
base  period  and  was  reduced  to  5 
percent  for  the  first  annual  assessment 


period  (October  1980-September  1981) 
and  as  long  as  the  rate  did  not  increase 
above  6  percent  for  the  second  annual 
assessment  period  (October  1981- 
September  1982],  the  State  continues  to 
meet  interim  reduction  requirements. 
States  with  less  than  4  percent  error 
rates  will  not  be  penalized  if  the  error 
rate  increases,  but  remains  below  4 
percent. 

Payments  to  Clients  Should  Not  Be 
Curtailed 

Comment:  A  number  of  States 
expressed  the  opinion  that  despite  the 
statement  of  the  Conference  managers 
on  the  Michel  Amendment  that 
payments  to  eligible  recipients  not  be 
curtailed  or  delayed,  States  may  be 
forced  to  cut  benefit  levels  and  services 
due  to  disallowance  of  Federal  funds. 

Response:  We  are  currently  exploring 
various  alternatives  that  may  be 
available  to  protect  recipient’s  benebt 
levels  in  the  event  disallowances  are 
assessed. 

Michel  Amendment  Directive  to  Issue 
Regulations 

Comment:  One  commenter  asked 
whether  the  Department  is  legally 
obligated  to  implement  the  Michel 
Amendment  directive  to  issue 
regulations,  since  the  1980 
Appropriations  Act  has  not  been 
enacted. 

Response:  'The  Department  is  required 
to  implement  the  Michel  Amendment 
directive.  Even  though  the  FY  1980 
Appropriation  Bill,  which  includes  the 
Michel  Amendment  directive  in  section 
201  has  not  been  enacted,  imposition  of 
the  directive  is  law  by  virtue  of  the 
provisions  of  the  Continuing  Resolution 
(Pub.  L  96-123)  which  appropriates 
funds  for  HEW  for  FY  1980.  Section 
101(g)  provides  funds  for  HEW  “to  the 
extent  and  in  the  manner’’  provided  for 
in  the  Labor-HEW  Appropriation  Bill  as 
adopted  by  the  House  of 
Representatives  on  August  2, 1979.  Since 
the  Appropriation  Bill  includes  the 
Michel  Amendment  directive,  we  are 
obligated  to  issue  regulations  in 
implementation  of  that  directive. 

Medicaid  Issues 

Remove  Third  Party  Liability  (TPL) 
Errors  From  Fiscal  Sanctions 

Comment:  One  commenter 
recommended  that  we  remove  "TPL 
errors  from  Hscal  sanctions  because 
these  are  a  reason  for  many  errors  that 
occur  in  the  Medicaid  Quality  Control 
(MQC)  systems. 

Response:  Third  Party  Liability  errors 
have  never  been  included  as  part  of  the 
State  payment  error  rate  in  determining 


if  a  State  is  subject  to  a  FFP 
disallowance.  The  definition  of  State 
payment  error  rate  under  the  March  7, 
1979  regulation  and  this  regulation  is  the 
rate  of  eligibility  payment  errors 
detected  under  the  MQC  system  for  an 
annual  assessment  period  or  a  review 
period. 

Percentage  Improvement  Goal  for  MQC 
Should  be  Based  on  MQC  Data,  Not  on 
Aid  to  Families  With  Dependent 
Children-Quality  Control  (AFDC-QC) 
Data 

Comment:  One  commenter 
recommended  that  if  a  percentage 
improvement  goal  is  necessary  for  MQC, 
it  should  be'based  on  the  rate  of 
improvement  in  comparing  the  initial 
MQC  reviews,  not  on  AFDC-QC  data. 

Response:  The  target  error  rates  are 
based  on  State  MQC  data,  not  AFDC- 
QC  data. 

Type  of  Error  Rate  Used  for  Fiscal 
Sanctions 

Comment:  One  commenter  said  that 
the  regulations  do  not  specify  which 
type  of  error  rate  will  be  used  as  a  basis 
for  fiscal  sanctions. 

Response:  The  regulations  specify  that 
the  State  payment  error  rate  will  be 
used  as  the  basis  for  a  FFP 
disallowance.  This  is  included  in 
§  431.802(b)  in  the  definition  for  the 
State  payment  error  rate. 

Setting  the  State  Payment  Error  Rate 

Comment:  One  commenter  indicated 
that  the  procedures  listed  for 
disallowance  of  FFP  in  §  431.802(e)(2) 
are  not  clear.  The  procedures  do  not 
indicate  that  we  are  excluding 
erroneous  eligibility  determinations 
made  by  the  Social  Security 
Administration  (SSA)  of  Supplemental 
Security  Income  (SSI)  eligibility  in  our 
determination  of  the  State’s  payment 
error  rate.  The  reason  for  this  is  that  the 
dollar  base  cited  for  disallowance 
includes  those  Medicaid  cases  whose 
eligibility  was  based  upon  SSI  eligibility 
determinations. 

Response:  The  dollar  rate  for  the 
disallowance  will  not  include  Medicaid 
cases  where  eligibility  is  determined  by 
SSI.  The  dollar  amount  to  be  disallowed 
will  be  calculated  as  the  weighted  rate 
using  error  data  from  AFDC  and 
Medical  Assistance  Only  or  Medical 
Assistance  and  Others  strata.  The 
Medical  Assistance  Only  stratum 
includes  medical  assistance  cases  for 
recipients  who  do  not  receive  AFDC  or 
SSI  payments.  The  Medical  Assistance 
and  Others  stratum  includes  Medical 
Assistance  only  cases  and  SSI  cases  for 
States  where  Medicaid  eligibility  was 
not  determined  by  SSA.  In  the  final 
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regulation,  we  have  changed  the 
wording  in  §  431.802(e)(3)  to  clarify  this 
point. 

Comment:  This  commenter  also  stated 
that  the  precise  methodology  to  be  used 
in  this  determination  is  imspecifled; 
therefore,  it  appears  that  at  least  two 
methods  can  be  used  to  determine  the 
payment  error  rate.  These  two  methods 
are  as  follows: 

Method  1 — Determine  the  mispayment 
rate  by  considering  only  cases  from  the 
AFDC  eligible  and  medically  needy 
strata,  disregard  the  SSI  eligible  stratum, 
and  apply  the  disallowance  of  FFP  as 
stated  in  the  regulation. 

Method  2— Consider  all  three  strata 
(AFDC  eligible,  medically  needy,  and 
SSI  eligible  strata)  in  the  determination 
of  the  payment  error  rate,  but  deem  the 
SSI  strata  to  have  a  zero  mispayment 
rate. 

Response:  The  dollar  base  for  the 
disallowance  will  only  include  Federal 
matching  funds  for  expenditures  made 
for  the  AFDC  and  Medical  Assistance 
Only  or  Medical  Assistance  and  Others 
universes.  The  disallowance  will  be 
calculated  by  subtracting  the  target 
error  rate  from  the  computed  weighted 
error  payment  rate  for  the  two 
appropriate  universes.  If  the  difference 
is  greater  than  zero,  it  will  be  multiplied 
by  the  Federal  matching  funds  for  the 
AFDC  and  Medical  Assistance  Only  or 
Medical  Assistance  and  Others 
universes.  This  product  will  be  the 
amount  of  the  disallowance.  This 
clarification  has  been  included  in  the 
final  rule  as  a  new  §  431.802(e)(4)  and 
{5)(i).  (ii). 

Fiscal  Liability  Policy  Should  be 
Reexamined 

Comment'  Some  commenters  believe 
we  should  be  made  responsible  for 
erroneous  SSI  eligibility  determinations 
which  lead  to  the  erroneous  payment  of 
State  Medicaid  dollars.  One  commenter 
also  believes  State  losses  due  to 
erroneous  SSI  eligibility  determinations 
in  Medicaid  should  be  used  to  offset 
fiscal  sanctions. 

Response:  This  regulation  is  confined 
to  implementation  of  the  Michel 
amendment  directive  that  a  regulation 
be  issued  requiring  the  States  to  reduce 
their  AFDC  and  Medicaid  error  rates 
and  providing  for  disallowances  against 
the  States  for  failure  to  achieve  the 
prescribed  reductions.  Erroneous 
Medicaid  payments  resulting  from 
erroneous  SSI  eligibility  determinations 
will  not  be  included  in  the  State's 
Medicaid  payment  error  rate.  The  issue 
of  Federal  liability  for  erroneous  State 
Medicaid  payments  resulting  from 
erroneous  SSI  eligibility  determinations 
is  outside  the  scope  of  this  regulation. 


That  issue  was  the  subject  of 
negotiations  between  HEW  and  the 
States  before  an  agreement  was  reached 
on  Federal  Medicaid  eligibility 
determinations.  The  agreement  does  not 
call  for  Federal  liability  for  erroneous 
SSI  eligibility  determinations. 

AFDC  Issues 

Complexity  of  Eligibility  Rules  and 
Inconsistency  Between  Programs 

Comment:  Several  States  cited  the 
contributing  role  that  complex  eligibility 
requirements  play  in  error  rates.  Also 
noted  was  the  inconsistency  between 
AFDC  and  Food  Stamps  requirements. 

Response:  We  are  recodifying  the 
AFDC  regulations  to  identify  the  Federal 
requirements  more  clearly  and 
concisely.  To  this  end  we  have  also 
been  working  with  the  Department  of 
Agriculture  to  identify  inconsistencies  in 
eligibility  standards  between  the 
Departments  and  develop 
administrative  remedies  where  possible. 

Counting  Technical  and  Underpayment 
Errors 

Comment:  Most  respondents  were 
against  the  inclusion  of  “technical" 
errors  such  as  the  absence  of  WIN 
registration,  a  child  support  assignment, 
or  a  social  security  number  as  part  of 
the  payment  error  rate  on  the  grounds 
that  such  errors  would  not  have  affected 
the  eligibility  or  benefit  determination  if 
corrected.  A  number  of  respondents 
cited  a  colloquy  between  Senators 
Magnuson  and  Javits  in  the  Senate  on 
September  24, 1979  as  indicating  that  the 
intent  of  the  conferees  was  not  to 
include  technical  errors  in  the  4  percent 
error  rate  standard.  One  respondent 
suggested  that  underpayment  errors  not 
be  included  as  part  of  the  standard. 

Response:  We  have  determined  to 
include  so-called  “technical”  errors  in 
the  payment  error  rate  because  the 
Michel  Amendment  seeks  reduction  of 
payments  to  ineligible  persons. 
Registration  for  WIN.  assignment  of 
child  support  rights,  and  furnishing 
social  security  numbers  are  statutory 
conditions  of  eligibility  for  making  this 
determination.  We  have  taken  into 
account  the  colloquy  between  Senators 
Magnuson  and  Javits.  While  the 
Senators  concluded  that  “administrative 
procedural”  errors  should  not  be 
counted  as  errors,  the  colloquy  does  not 
indicate  that  the  Senators  construed  the 
Michel  Amendment  to  require  the 
exclusion  from  the  error  rate  definition 
of  payments  to  ineligibles,  i.e.,  persons 
who  did  not  comply  with  the  statutory 
condition  of  eligibility.  We  believe, 
moreover,  that  while  elimination  of 
technical  errors  may  not  result  in 


immediate  savings,  they  may  well  result 
in  long  term  savings.  For  example,  the 
failure  of  a  recipient  to  assign  child 
support  rights  to  the  State  could  result  in 
future  loss  of  funds  to  the  AFDC 
program.  If  the  State  had  this 
assignment,  it  could  pursue  the 
collection  of  child  support  and  recoup 
benefit  payments.  Underpayment  errors 
are  recorded  but  are  not  included  in 
calculating  a  State’s  payment  error  rate. 

Federal  Technical  Assistance  in 
Computer  Support  * 

Comment'  Several  respondents 
suggested  that  we  should  provide 
greater  availability  of  computerized 
systems  for  detection  of  unreported 
income  and  benefits. 

Response:  The  1977  amendments  to 
the  Social  Security  Act  provide  States 
with  access  to  wage  information 
maintained  by  State  unemployment 
compensation  agencies  or  the  Social 
Security  Administration.  Social  Security 
benefit  information  is  available  to  States 
through  the  Bendex  system.  We  have 
initiated  action  to  evaluate  and  help 
States  upgrade  existing  information 
systems.  Additionally,  we  have 
proposed  legislation  to  increase  the 
Federal  matching  for  AFDC 
management  information  systems. 

Appeal  of  Individual  Case  Findings 

Comment:  Several  States  requested 
that  effective  appeal  procedures  on 
individual  quality  control  case  findings 
be  developed. 

Response:  There  are  informal 
procedures  for  States  to  register 
disagreement  with  individual  Federal  re¬ 
review  findings.  These  procedures  have 
routinely  been  used  by  States  to  appeal 
individual  case  differences.  They  have 
been  revised  and  will  be  formally  issued 
in  the  near  future  as  part  of  the  AFDC- 
QC  Manual. 

Computation  of  the  Disallowance 

Comment'  One  State  questioned  the 
fairness  of  the  proposed  method  of 
computing  a  disallowance  where  a 
State’s  Federal  matching  funds  are 
based  on  the  regular  formula. 

Response:  We  have  addressed  this 
comment  by  revising  sections  205.41(f) 
and  205.42(f).  If  a  State  uses  the  regular 
Federal  percentage  for  FFP  and  has  an 
average  monthly  payment  per  recipient 
of  more  than  $32  in  a  6-month  sample 
period,  an  adjustment  will  be  made  to 
the  State’s  error  rate  for  purposes  of 
determining  the  amount  of  reduction  in 
our  matching  funds. 

Offset  of  Reduction  by  Recoupment 

Comment:  Several  States  thought  we 
should  consider  reducing  the 
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disallowance  of  Federal  matching  funds 
by  the  amounts  States  recovered  from 
overpaid  or  ineligible  beneficiaries. 

Response:  We  are  currently  studying 
our  policies  on  the  subject  of 
recoupments  in  general  in  the  AFDG 
program  and  will  give  serious 
consideration  to  this  comment 

Use  of  Point  Estimate 

Comment  Several  respondents 
suggested  that  error  rates  be  calculated 
using  the  lower  limit  of  the  point 
estimate  in  recognition  of  sampling 
error. 

Response:  The  point  estimate  is  the 
most  accurate  estimate  of  a  State’s  true 
error  rate  and  it  is  the  estimate  generally 
used  in  conventional  statistical  practice. 
We  will  continue  to  use  the  point 
estimate  to  calculate  error  rates. 

Valid  Sample 

Comment  One  respondent  questioned 
the  procedure  that  will  be  used  when  a 
State  failed  to  complete  a  valid  sample. 

Response:  States  failing  to  complete  a 
valid  and  reliable  sample  will  normally 
be  assigned  an  error  rate  based  on  the 
average  of  their  last  three  official  error 
rates  unless  this  average  error  rate  is  at 
or  below  their  required  target.  When 
this  average  is  at  or  below  the  required 
target,  we  may  still  use  the  average  of 
the  last  three  official  error  rates;  or  a 
special  Federal  sample,  audit,  or  Federal 
subsample  will  be  used. 

If  a  State  does  not  follow  the 
directions  prescribed  in  the  AFDC  QC 
manuals  and  does  not  conduct  its 
sample  in  accordance  with  its  approved 
or  an  approvable  sampling  plan,  its 
results  may  be  invalid,  unreliable,  or 
both.  Similarly,  if  a  State  does  not 
complete  its  federally  prescribed 
minimum  number  of  reviews,  the  sample 
will  be  considered  incomplete. 

Dated:  January  15, 1980. 

W.  j.  Driver, 

Commissioner  of  Social  Security.  ^ 

Dated:  January  15, 1980. 

Earl  M.  Collier, 

Acting  Administrator,  Health  Care  Financing 
Administration. 

Approved:  January  21, 1980. 

Patricia  Roberta  Harris, 

Secretary  of  Health,  Education,  and  Welfare. 
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Health  Care  Financing  Administration 
42  CFR  Part  431 

Medicaid  Program;  QuaHty  Control 
System  Error  Rate 

agency:  Health  Care  Financing 
Administration  (HCFA),  HEW. 

ACTION:  Final  rule. 

summary:  Current  Medicaid  Quality 
Control  regulations  provide  for  a 
reduction  of  Federal  matching  funds 
under  title  XIX,  Social  Security  Act,  to 
any  State  that  has  an  eligibility 
determination  error  rate  exceeding  a 
specified  target  The  changes  implement 
a  directive  in  Section  201  of  the  Labor- 
HEW  Appropriation  Bill  for  Fiscal  Year 
1980  (H.R.  4389),  as  adopted  by  the 
House  of  Representatives  on  August  2, 
1979,  and  the  Continuing  Resolution  for 
FY  1980  (Pub.  L  96-123),  to  the  Secretary 
of  HEW  to  issue  Medicaid  error  rate 
regulations,  requiring  the  States  to 
reduce  their  payment  error  rates  to  4 
percent  by  September  30, 1982,  in  equal 
steps  beginning  in  FY  1980. 

DATE:  Effective  January  25, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 
John  Berry,  301-597-1354. 
SUPPLEMENTARY  INFORMATION: 
Comments  and  responses  are  addressed 
in  the  Policy  Statement  and  Discussion 
of  Comments  on  Proposed  Rules  which 
is  contained  in  this  issue  of  the  Federal 
Register. 

42  CFR  Part  431,  Subpart  P,  is 
amended  as  set  forth  below. 

1.  Section  431.801  is  amended  by 
revising  the  title,  paragraph  (a),  and 
paragraph  (c)  to  read  as  follows: 

Subpart  P~Quaiity  Control 

§  431.801  Disallowance  of  Federal 
financial  participation  for  erroneous  State 
payments  (effective  through  September 
1980). 

(a)  Purpose  and  applicability. 

(1  j  Purpose.  This  section  establishes 
rules  and  procedures  for  disallowing 
Federal  financial  participation  (FPP)  in 
erroneous  Medicaid  payments  due  to 
eligibility  errors,  as  detected  through  the 
Medicaid  Quality  Control  (MQC)  system 
required  under  §  431.800  of  this  subpart. 

(2)  Applicability.  This  section  applies 
to  States  through  the  end  of  the  April- 
September  1980  MQC  review  period. 
After  September  30, 1980,  HCFA  will 
apply  the  performance  standards 
specified  in  §  431.802. 

*  *  *  *  * 

(c)  Setting  the  State’s  error  rate.  An 
error  rate  for  each  State  will  be 
determined  for  each  MQC  review 
period,  in  accordance  with  instructions 


issued  by  HCFA.  Erroneous  eligibility 
determinations  by  the  Social  Security 
Administration  (SSA)  of  Supplemental 
Security  Income  (SSI)  eligibility  will  not 
be  included  in  determining  the  State’s 
error  rate.  (If  a  State  fails  to  complete  a 
valid  MQC  review  as  required  for  any 
review  period,  HCFA  will  assign  the 
State  an  error  rate  based  on  either  the 
weighted  average  of  its  error  rate  in  the 
last  three  review  periods,  a  special 
Federal  sample  or  audit,  or  Federal 
subsample.) 

*  *  •  •  * 

2.  A  new  §  431.802  is  added  as 
follows: 

§  431.802  Disallowance  of  Federal 
financial  participation  for  erroneous  State 
payments  (effective  beginning  October  1, 
1980). 

(a)  Purpose  and  applicability.  (1) 
Purpose.  This  section  establishes  rules 
and  procedures  for  disallowing  Federal 
financial  participation  (FFP)  in 
erroneous  Medicaid  payments  due  to 
eligibility  errors,  as  detected  through  the 
Medicaid  Quality  Control  (MQC)  system 
required  under  §  431.800  of  this  subpart. 

(2)  Applicability.  This  section  will 
apply  to  States  for  each  12  month 
annual  assessment  period  beginning 
with  the  October  1980-September  1981 
period. 

(b)  Definitions.  For  purposes  of  this 
section — “Annual  Assessment  Period’’ 
means  the  12  month  period,  October  1 
through  September  30  and  includes  two 
6-month  review  periods  (October-March 
and  April-September). 

“Base  period’’  means  the  6  month 
MQC  sample  period  from  July  through 
December  1978,  used  to  calculate  each 
State’s  error  rate. 

“Eligibility  errors”  has  the  same 
meaning  as  specified  in  §  431.800(b). 

“National  standard”  means  a  4 
percent  payment  error  rate. 

“State  payment  error  rate”  means  the 
rate  of  eligibility  payment  errors 
detected  under  the  MQC  system  for  an 
annual  assessment  period  or  a  review 
period. 

“State  target  error  rate”  means  the 
error  rate  that  a  State  must  achieve  in 
order  to  avoid  a  disallowance  of  FFP 
under  this  section. 

(c)  Setting  the  State’s  payment  error 
rate. 

(1)  A  payment  error  rate  for  each 
State  will  be  determined  for  each  annual 
assessment  period  in  accordance  with 
instructions  issued  by  HCFA. 

(2)  The  State’s  payment  error  rate  will 
not  include  erroneous  eligibility 
determinations  made  by  the  Social 
Security  Administration  (SSA)  of 
Supplementary  Security  Income  (SSI) 
eligibility. 
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(3)  If  a  State  fails  to  complete  a  valid 
MQC  review  as  required  for  any  review 
period,  HCFA  will  assign  the  State  a 
payment  error  rate  based  on  either — 

(1)  The  weighted  average  of  its 
payment  error  rate  for  the  last  three 
review  periods; 

(ii)  A  special  Federal  sample  or  audit; 
or 

(iii)  The  Federal  subsample. 

(d)  Establishing  the  target  error  rate. 

(1)  ^ch  State  with  a  base  period 
payment  error  rate  in  excess  of  4 
percent  must  reduce  its  payment  error 
rate  to  4  percent  by  the  October  1982- 
September  1983  annual  assessment 
period. 

(2)  This  reduction  must  be  made  in 
three  equal  increments  for  each 
October-September  annual  assessment 
period  beginning  with  the  October  1980- 
September  1981  period. 

(3)  HCFA  will  establish  each  State's 
target  error  rate  for  the  October  1980- 
September  1981  annual  assessment 
period  as  follows: 

(i)  Multiply  one-third  times  the 
amount  by  which  the  State’s  base  period 
error  rate  exceeds  4  percent;  and 

(ii)  Subtact  this  product  from  the 
State's  base  period  error  rate. 

(4)  HCFA  will  establish  each  State’s 
target  error  rate  for  the  October  1981- 
September  1982  annual  assessment 
period  as  follows: 

(i)  Multiply  two-thirds  times  the 
amount  by  which  the  State’s  base  period 
error  rate  exceeds  4  percent;  and 

(ii)  Subtract  this  product  from  the 
State’s  base  period  error  rate. 

Example 

Assume  HCFA  is  establishing  target 
error  rates  for  the  October  1981- 
September  1982  annual  assessment 
period,  and  that  the  State  in  question 
has  a  base  period  error  rate  of  16 
percent.  HCFA  will  use  the  following 
formula  to  compute  the  State’s  target 
error  rate: 

(i)  Four  percent  (the  national 
standard)  subtracted  from  sixteen 
percent  (the  State’s  base  period  error 
rate)  equals  12  percent; 

(ii)  Twelve  percent  multiplied  by  two- 
thirds  equals  8  percent;  and 

(iii)  Eight  percent  subtracted  from  16 
percent  equals  an  8  percent  target  error 
rate. 

(5)  The  State  must  meet  the  4  percent 
national  standard  for  all  annual 
assessment  periods  after  September  30, 
1982. 

(6)  States  with  error  rates  in  the  base 
period  at  pr  below  the  4  percent  national 
standard  must  maintain  that  standard  as 
their  target  error  rate;  but  the  rate  may 
increase  without  penalty  as  long  as  it 


does  not  exceed  the  4  percent  national 
standard. 

(7)  Beginning  with  the  October  1980- 
September  1981  annual  assessment 
period  and  for  all  subsequent  annual 
assessment  periods,  HCFA  will  notify 
each  State  agency  of  its  progress  in 
achieving  the  target  error  rates. 

(e)  Computation  for  disallowance  of 
FFP.  (1)  If  a  State  fails  to  meet  its  target 
error  rate,  HCFA  will  disallow  FFP,  as 
provided  in  this  section,  for  each  annual 
assessment  period  as  appropriate  (see 
paragraph  (Q  of  this  section  for  good 
faith  examples). 

(2)  If  a  State  fails  to  meet  its  target 
error  rate,  HCFA  will  compute  the  dollar 
amount  to  be  disallowed. 

(3)  The  dollar  amount  to  be 
disallowed  will  be  calculated  as  the 
weighted  rate  using  error  data  from  the 
AFDC  and  Medical  Assistance  Only  or 
Medical  Assistance  and  Others  strata. 
The  Medical  Assistance  Only  stratum 
includes  medical  assistance  cases  for 
recipients  who  do  not  receive  AFDC  or 
SSI  payments.  The  Medical  Assistance 
and  Others  stratum  includes  Medical 
Assistance  Only  cases  and  SSI  cases  for 
States  where  Medicaid  eligibility  was 
not  determined  by  SSA. 

(4)  The  dollar  amount  to  be 
disallowed  will  only  include  Federal 
matching  funds  for  expenditures  made 
for  the  AFDC  and  Mescal  Assistance 
Only  or  Medical  Assistance  and  Others 
universes. 

(5)  HCFA  will  compute  the  dollar 
amount  to  be  disallowed  as  follows: 

(i)  Subtract  the  target  error  rate  from 
the  computed  weighted  error  payment 
rate; 

(ii)  If  the  difference  is  greater  than 
zero,  it  will  be  multiplied  by  the  Federal 
matching  funds  for  the  AFDC  and 
Medical  Assistance  Only  or  Medical 
Assistance  and  Others  universes.  This 
product  will  be  the  amount  of  the 
disallowance. 

(6)  A  State  payment  error  rate  fbr  an 
annual  assessment  period  will  be  the 
sum  of  the  weighted  payment  error  rates 
in  the  two  6-month  review  periods. 

(7)  The  weights  will  be  established  as 
the  percent  of  total  annual  payments 
that  occur  in  each  of  the  six  month 
periods. 

Example 

The  State’s  target  error  rate  was  8 
percent.  During  the  first  6-month  review 
period  the  payment  error  rate  was  10 
percent  and  the  total  pa}rments  made 
during  that  6-month  period  were  $20 
million.  During  the  second  6-month 
review  period,  the  payment  error  rate 
was  9  percent  and  total  payments  were 
$30  million.  The  total  payments  in  the 


annual  assessment  period  were  $50 
million. 

(i)  The  weight  applied  to  the  payment 
error  rate  for  the  first  6-month  period 
would  be  .4  ($20  million  divided  by  $50 
million). 

(ii)  The  weight  applied  to  the  payment 
error  rate  for  the  second  6-month  period 
would  be  .6  ($30  million  divided  by  $50 
million). 

(iii)  Therefore,  the  payment  error  rate 
for  the  annual  assessment  period  would 
be  9.4  percent  or  4  percent  (.4  x  10 
percent  for  the  first  6-month  period)  plus 

5.4  percent  (.6  x  9  percent  for  the  second 
6-month  period). 

(iv)  Since  the  target  error  rate  was  8 
percent  and  the  payment  error  rate  was 

9.4  percent,  HCFA  would  disallow  1.4 
percent  of  the  amount  of  FFP  claimed  by 
the  State  for  its  Medicaid  program  for 
the  annual  assessment  period. 

(f)  Notice  to  States  and  showing  of 
good  faith. 

(1)  HCFA  will  notify  a  State  that  it 
will  disallow  matching  funds  because 
the  State  does  not  meet  its  target  error 
rate. 

(1)  The  State  will  have  65  days  from 
the  date  on  this  notification  to  show  that 
this  disallowance  should  not  be  made 
because  it  made  a  good  faith  effort  to 
meet  the  target  error  rate. 

(ii)  If  the  Secretary  finds  that  the  State 
did  not  meet  its  target  error  rate  despite 
a  good  faith  effort,  HCFA  will  reduce 
the  disallowance  in  whole,  or  in  part,  as 
the  Secretary  finds  appropriate  under 
the  circumstances  shown  by  the  State. 

(iii)  A  finding  that  a  State  did  not  meet 
the  target  error  rate  despite  a  good  faith 
effort  will  be  limited  to  extraordinary 
circumstances. 

(2)  Some  examples  of  circumstances 
under  which  the  Secretary  may  find  that 
a  State  did  not  meet  the  target  error  rate 
despite  a  good  faith  effort  are — 

(i)  Disasters  such  as  a  fire,  flood,  or 
civil  disorders  that — 

(A)  Require  the  diversion  of 
significant  personnel  normally  assigned 
to  Medicaid  eligibility  administration,  or 

(B)  Destroyed  or  delayed  access  to 
significant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations; 

(ii)  Strikes  of  State  stafr  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  or  processing  of  case  changes; 

(iii)  Sudden  and  unanticipated 
workload  changes  which  result  from 
changes  in  Federal  law  and  regulation, 
or  rapid,  unpredictable  caseload  growth 
in  excess  of,  for  example,  15  percent  for 
a  6  month  period; 

(iv)  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
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reasonably  assumed  to  be  in  a  position 
to  provide  such  interpretation;  and 
(v)  The  State  timely  developed  and 
implemented  a  corrective  action  plan 
reasonably  designed  to  meet  the  target 
error  rate,  but  the  target  error  rate  was 
not  achieved.  In  evaluating  whether  the 
State  made  a  good  faith  effort  in  these 
circumstances,  the  Secretary  will 
consider  the  following  factors — 

(A)  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program,  e.g.,  priorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources: 

(B)  Sufficiency  and  quality  of  systems 
designed  to  reduce  errors  that  are 
operational  in  the  State,  e.g.,  BENDEX, 
SDX,  monthly  reporting,  error  prone 
profiles,  local  agency  monitoring 
systems,  computer  clearances: 

(C)  Use  of  effective  system  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data,  e.g.,  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
profiles,  corrective  action  committees, 
special  studies;  and 

(D)  Effective  management  and 
execution  of  the  corrective  action 
process,  e.g.,  assignment  of 
responsibilities,  milestones  for 
completing  tasks,  substantial  completion 
of  tasks,  monitoring  of  progress. 

(3)  The  failure  of  a  State  to  act  upon 
necessary  legislative  changes  or  to 
obtain  budget  authorization  for  needed 
resources  is  not  a  ground  for  a  waiver. 

(4)  A  State  may  request 
reconsideration  of  a  disallowance  under 
this  section  in  accordance  with  the 
procedures  specified  in  45  CFR  Part  16. 

(Sec.  1102  of  the  Social  Security  Act  (42 
U.S.C.  1302)) 

(Catalog  of  Federal  Domestic  Assistance 
Program  No.  13.714,  Medical  Assistance 
Program.) 

Dated:  January  15, 1980. 

Earl  M.  Collier, 

Acting  Administrator,  Health  Care  Financing 
Administration. 

Approved:  January  21, 1980. 

Patricia  Roberts  Harris, 

Secretary. 
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BILUNG  CODE  4110-3S-M 

Social  Security  Administration 

45  CFR  Part  205 

General  Administration;  Public 
Assistance  Programs;  Calculating 
Reduction  in  Federal  Financial 
Participation  for  Incorrect  Payment  by 
States  After  September  1980 

agency:  Social  Security  Administration 
(SSA),  HEW. 


ACnON:  Final  rules. 


summary:  These  regulations  change  the 
quality  control  standards  published  on 
March  7, 1979  (44  FR  12579)  for  the 
reduction  of  incorrect  payments  in  Aid 
to  Families  with  Dependent  Children 
(AFDC).  The  changes  implement  a 
directive  in  section  201  of  the  Labor- 
HEW  Appropriation  Bill  for  fiscal  year 
1980  (H.R.  4389),  as  adopted  by  the 
House  of  Representatives  on  August  2, 
1979,  and  the  Continuing  Resolution  for 
FY 1980  (Pub.  L  96-123)  to  the  Secretary 
of  HEW  to  issue  AFDC  error  rate 
regulations,  requiring  the  States  to 
reduce  their  payment  error  rates  to  4 
percent  by  September  30, 1982,  in  equal 
steps  beginning  in  FY  1980.  Federal 
Hnancial  participation  will  not  be  made 
for  incorrect  payments  exceeding  the 
amounts  allowed. 

DATES:  These  regulations  are  effective 
on  January  25, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 
Sean  Hurley,  Division  of  Quality 
Control,  telephone  (202)  245-8999. 
SUPPLEMENTARY  INFORMATION: 
Comments  and  responses  are  addressed 
in  Policy  Statement  and  Discussion  of 
Comments  on  the  Proposed  Rules  which 
is  contained  in  this  issue  of  the  Federal 
Register. 

45  CFR  Part  205  is  amended  as 
follows; 

1.  Section  205.41  is  amended  by 
revising  the  title  and  revising 
paragraphs  (a)(1),  (d)(1),  and  (f),  and  by 
adding  paragraph  (a](3]  to  read  as 
follows: 

§  205.41  Reduction  of  FFP  for  incorrect 
payments  by  States  (effective  through 
September  1980). 

(a)  Purpose  and  applicability.  (1)  This 
section  provides  the  rules  we  will  use  to 
determine  whether  we  will  reduce  the 
amount  of  Federal  matching  funds 
(Federal  financial  participation  or  FFP) 
we  give  to  a  State,  and,  if  so.  the  amount 
of  the  reduction.  We  will  reduce  the 
amount  of  our  matching  funds  if  a  State 
makes  more  incorrect  payments  in  its 
AFDC  program  than  allowed  under  the 
rules  in  this  section.  These  rules  apply 
to  all  States  which  have  AFDC 
programs. 

(2)  *  *  * 

(3)  The  rules  in  this  section  apply  to 
all  States  through  the  end  of  the  April- 
September  1980  quality  control  sample 
period.  Beginning  with  the  October 
1980-March  1981  quality  control  sample 
period  and  for  subsequent  6-month 
sample  periods,  we  will  apply  the 
performance  standards  described  in 
§  205.42. 

♦  ♦  ♦  *  * 


(d)  How  we  establish  a  national 
standard.  (1)  Information  we  will  use. 
We  will  use  the  information  provided  by 
the  Federal/State  quality  control 
system.  This  system  measures  the  dollar 
amount  of  incorrect  payments  for  every 
6-month  period  (April-September  and 
October-March).  If  a  State  fails  to 
complete  a  valid  and  reliable  sample  for 
any  6-month  sample  period,  we  will 
assign  to  the  State  an  error  rate  based 
on  either  the  weighted  average  of  the 
State’s  payment  error  rate  for  the  last 
three  sample  periods,  a  Federal  sample, 
an  audit,  or  a  Federal  subsample. 

*  *  *  *  « 

(f)  If  a  State  fails  to  meet  the 
established  rate.  If  a  State  does  not 
meet  the  national  standard  or  its  target 
error  rate  for  either  of  the  required  6- 
month  periods  and  cannot  show  a  good 
reason  for  it,  we  will  reduce  our 
matching  funds  to  the  State  for  those  6 
(12)  months,  using  the  following  formula. 
We  will  reduce  our  matching  funds  by 
the  amount  we  would  not  have  paid  if 
the  State  had  reached  its  goal  (the 
national  standard  or  the  target  error 
rate).  If  the  State  uses  the  regular 
Federal  percentage  for  FFP  and  has  an 
average  monthly  payment  per  recipient 
of  more  than  $32  in  a  6-month  sample 
period,  an  adjustment  will  be  made  to 
the  State's  error  rate  for  purposes  of 
determining  the  amount  of  reduction  in 
our  matching  funds. 

Example — If  the  State’s  target  error 
rate  was  10  percent  and  the  State’s 
actual  payment  error  rate  was  12 
percent,  we  will  reduce  our  matching 
funds  by  2  percent  of  the  Federal  share 
of  the  dollars  the  State  paid  under  its 
AFDC  program. 

2.  A  new  §  205.42  is  added  to  read  as 
follows: 

§  205.42  Reduction  in  Federal  financial 
participation  (FFP)  for  incorrect  payments 
by  States  after  September  1980. 

(a)  Purpase  and  applicability.  This 
section  provides  the  rules  we  will  use 
beginning  with  October  1980  to 
determine  whether  we  will  reduce  the 
amount  of  Federal  matching  funds 
(Federal  financial  participation  or  FFP) 
we  give  to  a  State,  and,  if  so,  the  amount 
of  the  reduction.  We  will  reduce  the 
amount  of  our  matching  funds  if  a  State 
makes  more  incorrect  payments  in  its 
AFDC  program  than  allowed  under  the 
rules  in  this  section.  These  rules  apply 
to  all  States  which  have  AFDC 
programs. 

(b)  Definitions.  For  the  purposes  of 
this  section — 

"Annual  assessment  period’’  means 
the  12-month  period  October  1- 
September  30. 


6334 


Federal  Register  /  Vol.  45,  No.  18  /  Friday.  January  25,  1980  /  Rules  and  Regulations 


“Base  period”  means  the  April- 
September  1978  quality  control  system 
review  period. 

"Incorrect  payments”  means 
payments  to  people  who  are  ineligible 
for  a  payment  and  overpayments  to 
eligible  people. 

“National  standard”  means  a  4 
percent  payment  error  rate. 

“Payment  error  rate”  means  the  dollar 
amount  of  incorrect  payments  a  State 
has  made  expressed  as  a  percentage  of 
the  State's  total  payments. 

“We,”  “us”  or  “our”  means  the 
Department  or  the  Social  Security 
Administration  as  appropriate. 

(c)  General.  In  these  rules  we  are 
establishing  a  national  standard  for 
incorrect  payments  in  the  AFDC 
programs.  This  standard  will  be  used  to 
measure  performance  of  the  States  in 
each  annual  assessment  period 
beginning  with  the  October  1980- 
September  1981  period.  A  State  whose 
payment  error  rate  is  below  the  national 
standard  in  the  base  period  must  not  go 
above  the  standard,  without  risking 
reduction  in  Federal  matching  funds.  A 
State  whose  payment  error  rate  is  above 
the  standard  must  reduce  its  error  rate 
to  the  national  standard  or  to  the  State’s 
target  error  rate  established  under  these 
rules. 

(d)  How  we  establish  acceptable 
levels  for  State  performance  using  the 
national  standard.  (1)  Target  error  rates 
for  States  above  the  national  standard 
in  the  base  period,  (i)  Each  State  with  a 
base  period  payment  error  rate  in 
excess  of  4  percent  must  reduce  its 
payment  error  rate  to  4  percent  by  the 
October  1982-September  1983  annual 
assessment  period  in  3  equal  increments 
for  each  October-September  annual 
assessment  period  beginning  with  the 
October  1980-September  1981  period. 

(ii)  We  will  establish  each  State’s 
target  error  rate  for  the  October  1980- 
September  1981  annual  assessment 
period  by  multiplying  one-third  times 
the  amount  by  which  the  State’s  base 
period  payment  error  rate  exceeds  4 
percent;  this  product  is  then  subtracted 
from  the  State’s  base  period  payment 
error  rate.  To  establish  the  target  error 
rate  for  the  October  1981-September 
1982  annual  assessment  period,  we  will 
multiply  two-thirds  times  the  amount  by 
which  the  State’s  base  period  payment 
error  rate  exceeds  4  percent;  this 
product  is  then  subtracted  from  the 
State's  base  period  payment  error  rate. 
For  all  annual  assessment  periods  after 
September  30, 1982,  the  State  must  meet 
the  4  percent  national  standard. 

Example.  The  State’s  payment  error 
rate  during  the  base  period  is  10  percent. 
Therefore,  the  amount  by  which  the 
State’s  payment  error  rate  exceeds  the  4 


percent  national  standard  is  6  percent 
(or  10  minus  4).  The  State  must  reduce 
this  6  percent  by  one-third,  or  2  percent 
(8  percent  target  error  rate)  for  the 
October  1980-September  1981  annual 
assessment  period.  For  the  October 
1981-September  1982  annual  assessment 
period,  the  State’s  target  error  rate 
would  be  6  percent.  For  all  annual 
assessment  periods  after  September  30. 
1982,  the  State  must  meet  the  4  percent 
national  standard. 

(2)  States  that  have  achieved  the 
national  standard.  States  that  have 
achieved  the  4  percent  national 
standard  in  the  base  period  must 
maintain  that  standard. 

(e)  Information  we  will  use.  We  will 
use  the  information  provided  by  the 
Federal/State  quality  control  system. 

This  system  measures  the  dollar 
amount  of  incorrect  payments  for  every 
6-month  period.  (April-September  and 
October-March).  A  State’s  payment' 
error  rate  for  the  annual  assessment 
period  will  be  the  sum  of  the  weighted 
payment  error  rates  in  the  State  for  the 
two  corresponding  6-month  sample 
periods.  The  weights  will  be  established 
as  a  percentage  of  the  total  annual 
payments  that  occur  in  each  of  the  6- 
month  periods.  If  a  State  fails  to 
complete  a  valid  and  reliable  sample  for 
any  6-month  sample  period,  we  will 
assign  to  the  State  an  error  rate  based 
on  the  weighted  average  of  the  State’s 
payment  error  rate  for  the  last  three 
sample  periods,  a  Federal  sample,  an 
audit,  or  a  Federal  subsample. 

(f)  If  a  State  fails  to  meet  the 
established  rate.  If  a  State  does  not 
meet  the  national  standard  or  its  target 
error  rate  for  any  12  month  annual 
assessment  period,  we  will  reduce  our 
matching  funds  to  the  State  to  those  12 
months,  unless  the  State  can  show  that 
it  made  a  good  faith  effort  to  meet  the 
target  rate.  We  will  reduce  our  matching 
funds  by  the  amount  we  would  not  have 
paid  if  the  State  had  reached  its  goal 
(the  national  standard  or  the  target  error 
rate).  If  a  State  uses  the  regular  Federal 
percentage  for  FFP  and  has  an  average 
monthly  payment  per  recipient  of  more 
than  $32  in  a  6-month  sample  period,  an 
adjustment  will  be  made  to  the  State’s 
error  rate  for  purposes  of  determining 
the  amount  of  reduction  in  our  matching 
funds. 

Example.  The  State's  target  payment 
error  rate  was  8  percent.  During  the  first 
6-month  sample  period  the  actual 
payment  error  rate  was  10  percent  and 
the  total  payments  made  during  that  6- 
month  period  were  $20  million.  During 
the  second  6-month  sample  period,  the 
payment  error  rate  was  9  percent  and 
total  payments  were  $30  million.  The 


total  payments  in  the  annual  assessment 
period  were  $50  million. 

The  weight  applied  to  the  payment 
error  rate  for  the  first  6-month  period 
would  be  0.4  ($20  million  divided  by  $50 
million)  and  the  weight  applied  to  the 
payment  error  rate  for  the  second  6- 
month  period  would  be  0.6  ($30  million 
divided  by  $50  million). 

Therefore  the  payment  error  rate  for 
the  annual  assessment  period  would  be 
9.4  percent  or  4  percent  (10%  x  0.4  for  the 
first  6  months)  plus  5.4%  (9%  x  0.6  for  the 
second  6  months). 

Since  the  target  error  rate  was  8 
percent  and  the  payment  error  rate  was 
9.4  percent,  we  will  reduce  our  matching 
funds  by  1.4  percent  of  the  Federal  share 
of  the  dollars  the  State  paid  under  its 
AFDC  program. 

(g)  When  we  will  reduce  a 
disallowance  because  a  State  has  made 
a  good  faith  effort.  (1)  We  will  notify  a 
State  that  we  are  going  to  reduce  (or 
disallow)  matching  funds  because  the 
State  did  not  meet  the  national  standard 
or  the  target  error  rate  established  for 
the  State.  The  State  will  have  65  days 
from  the  date  on  this  notification  to 
show  that  it  made  a  good  faith  effort  to 
meet  the  established  error  rate  target.  If 
we  find  that  the  State  did  noUneet  the 
national  standard  or  the  target  error  rate 
despite  a  good  faith  effort,  we  will 
reduce  the  funds  being  disallowed  in 
whole  or  in  part  as  we  find  appropriate 
under  the  circumstances  shown  by  the 
State.  A  finding  that  a  State  did  not 
meet  the  target  error  rate  despite  a  good 
faith  effort  will  be  limited  to 
extraordinary  circumstances. 

(2)  Some  examples  of  circumstances 
under  which  we  may  find  that  a  State 
did  not  meet  the  target  error  rate  despite 
a  good  faith  effort  are — 

(i)  Disasters  such  as  fire,  flood  or  civil 
disorders,  that — 

(A)  Require  the  diversion  of 
significant  personnel  normally  assigned 
to  AFDC  eligibility  administration,  or 

(B)  Destroyed  or  delayed  access  to 
significant  records  needed  to  make  or 
maintain  accurate  eligibility 
determinations; 

(ii)  Strikes  of  State  staff  or  other 
government  or  private  personnel 
necessary  to  the  determination  of 
eligibility  or  processing  of  case  changes; 

(iii)  Sudden  and  unanticipated 
workload  changes  which  result  from 
changes  in  FederaMaw  and  regulations, 
or  rapid,  unpredictable  caseload  growth 
in  excess  of,  for  example,  15  percent  for 
a  6-month  period; 

(iv)  State  actions  resulting  from 
incorrect  written  policy  interpretation  to 
the  State  by  a  Federal  official 
reasonably  assumed  to  be  in  a  position 
to  provide  such  interpretation;  and 
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(v)  The  State  timely  developed  and 
implemented  a  corrective  action  plan 
reasonably  designed  to  meet  the  target 
error  rate  but  the  target  error  rate  was 
not  met.  In  evaluating  whether  the  State 
has  indeed  made  a  good  faith  effort  in 
these  circumstances,  we  will  consider 
the  following  factors — 

(A)  Demonstrated  commitment  by  top 
management  to  the  error  reduction 
program  e.g.,  priorities  and  goals  clearly 
enunciated  to  staff,  accountability  for 
performance,  availability  of  resources; 

(B)  Sufficiency  and  quality  of  systems 
designed  to  reduce  errors  that  are 
operational  in  the  State,  e.g.,  BENDEX, 
IDEX,  monthly  reporting,  retrospective 
budgeting,  error  prone  profiles,  local 
agency  monitoring  systems,  computer 
clearances; 

(C)  Use  of  effective  system  and 
procedures  for  the  statistical  and 
program  analysis  of  QC  and  related 
data,  e.g.,  statistical  tests,  tabulations 
and  cross-tabulations,  error  prone 
proHles,  corrective  action  committees, 
special  studies;  and 

(D)  Effective  management  and 
execution  of  the  correction  action 
process,  e.g.,  assignment  of 
responsibilities,  milestones  for 
completing  tasks,  completion  of  tasks, 
monitoring  of  progress. 

(3)  The  failure  of  a  State  to  act  upon 
necessary  legislative  changes  or  to 
obtain  budget  authorization  for  needed 
resources  is  not  a  basis  for  finding  that  a 
State  failed  to  meet  the  target  error  rate 
despite  a  good  faith  effort. 

(h)  Disallowances  subject  to  appeal.  If 
a  State  does  not  agree  with  our  decision 
to  reduce  (disallow)  FFP,  it  can  appeal 
to  us  within  45  days  from  the  date  of  our 
decision.  The  regular  procedures  for 
appeal  of  disallowance  will  apply, 
including  review  by  the  Grant  Appeals 
Board  (see  45  CFR  Part  16). 

(Section  1102  of  the  Socail  Security  Act,  49 
Stat.  647,  as  amended;  42  U.S.C.  1302;  and 
Pub.  L  96-38). 

(Catalog  of  Federal  Domestic  Assistance 
Program  Nos.  13.714 — Medical  Assistance 
Program;  13.808  Assistance  Payments — 
Maintenance  Assistance  (State  Aid).) 

Dated;  January  15, 1980. 

William  ).  Driver, 

Commissioner  of  Social  Securtiy. 

Approved:  January  21, 1980. 

Patricia  Roberts  Harris, 

Secretary  of  Health,  Education,  and  Welfare. 
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